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UNCLAS SECTION 01 OF 02 OTTAWA 01652 

PARIS ALSO FOR USOECD 
E.O. 1 1652:N/A 
TAGS: EFIN, CA 

SUBJECT: DEFENSE OF CANADIAN DOLLAR: BANK RATE, FOREIGN 
CREDIT INCREASED, RESERVES DROP. 

1 . SUMMARY. FOLLOWING FALL OF CANADIAN DOLLAR BELOW 88 
U.S. CENTS APRIL 3, BANK RATE WAS INCREASED TO 8.5 PERCENT 
FROM 8.0 PERCENT AND GOC ANNOUNCED INCREASE IN STANDBY 
CREDITS FROM CHARTERED BANKS BY U.S.DOLS 1 BILLION TO 2.5 
BILLION. GOC ALSO ANNOUNCED IT HAD DRAWN DOWN U.S.DOLS 
750 MILLION DURING MARCH FROM EXISTING 1.5 BILLION STANDBY 
TO ADD TO FOREIGN EXCHANGE RESERVES. RESERVE FIGURES FOR 
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MARCH SHOW LOSS OF NEARLY U.S.DOLS 500 MILLION IN SUPPORT 
OF SAGGING CANADIAN DOLLAR. BANK OF CANADA STATEMENT ACK- 
NOWLEDGED THAT MONETARY POLICY "FOR THE TIME BEING" WILL 
FOCUS ON EXCHANGE RATE AND FINANCE MINISTER CHRETIEN SAID 
GOC WOULD BORROW MORE ABROAD IF NECESSARY TO SUPPORT THE 
DOLLAR. END SUMMARY. 
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2. CANADIAN DOLLAR PLUNGED ON MONDAY, APRIL 3 IN GENERALLY 
TURBULENT MARKETS. IMMEDIATE CAUSES ATTRIBUTED TO LESS 
THAN EXPECTED TRADE SURPLUS FOR FEBRUARY (245 MILLION) 
ANNOUNCED FRIDAY AND FAILURE OF BANK OF CANADA TO RAISE 
BANK RATE OVER THE WEEKEND (SEE SEPTEL FOR DETAILS). DOLLAR 
CLOSED APRIL 3 AT 87.96 U.S. CENTS. FIRST TIME IT HAS BEEN 
BELOW 88 CENTS IN 45 YEARS. 

3. ALSO ON MONDAY BANK OF CANADA ANNOUNCED RESERVE FIGURES 
FOR MARCH, SHOWING GOC HAD LOST NEARLY ONE HALF BILLION 

U.S. DOLLARS IN INTERVENTIONS DURING THE MONTH AND HAD 
DRAWN DOWN U.S.DOLS 750 MILLION OF ITS THEN EXISTING U.S. 

DOLS 1.5 BILLION STANDBY CREDIT WITH CHARTERED BANKS FOR 
ADDITION TO ITS RESERVES. 

4. EARLIER IN MARCH, BOC HAD ANNOUNCED IT WAS DRAWNING 
DOWN U.S.DOLS 200 MILLION OF ITS STANDBY. FURTHER 550 
MILLION HAD EVIDENTLY BEEN DRAWNDOWN UNANNOUNCED. IN THE 
FUTURE (AS IN THIS INSTANCE) BOC WILL NOT ANNOUNCE DRAW 
DOWNS (OR REPAYMENTS) OF ITS STANDBY CREDIT DURING THE 
MONTH, BUT WILL ONLY STATE NET AMOUNT OF THE BORROWING 
OUTSTANDING CONTAINED IN ITS RESERVES WHEN MONTHLY RESERVE 
FIGURES ARE PUBLISHED. BOC ALSO ANNOUNCED LATE ON APRIL 3 
THAT TOTAL AMOUNT OF ITS STANDBY HAD BEEN INCREASED BY 
U.S.DOLS ONE BILLION TO 2.5 BILLION. 
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5. WITH THE 750 MILLION U.S.DOLS ADDED TO RESERVES FROM 
THE STANDBY, THE TOTAL U.S. DOLLAR COMPONENT OF RESERVES 
ROSE 275.7 MILLION, INDICATING A LOSS DUE TO INTERVENTION 
OVER THE MONTH OF U.S. DOLLARS OF 474.3 MILLION. THERE 
WAS AN ADDITIONAL LOSS OF ABOUT 15 MILLION U.S. DOLLARS IN 
SDRS. (SEE SEPTEL FOR DETAILS.) 

6. PROCEEDS OF THE RECENT U.S.DOLS 75 MILLION BOND ISSUE 
BY GOC IN NEW YORK WILL BE RECEIVED APRIL 5, AND ARE THUS 
NOT REFLECTED IN THE MARCH RESERVE FIGURES. 

7. WITH WIDELY FLUCTUATING CANADIAN DOLLAR LAST WEEK (SEE 
SEPTEL) AND INTENSE DOWNWARD PRESSURE YESTERDAY PUSHING 
DOLLAR DOWN THROUGH LATEST PSYCHOLOGICAL BARRIER OF 88 
U.S. CENTS, BOC GOVERNOR BOUEY LAST NIGHT (APRIL 3) AN- 
NOUNCED INCREASE IN BANK (DISCOUNT) RATE BY ONE HALF PER- 
CENT TO 8.5 PERCENT. 

8. BOUEY'S ANNOUNCEMENT OF RATE INCREASE, SECOND WITHIN A 
MONTH, ACKNOWLEDGED FRANKLY THAT CANADIAN MONETARY POLICY 
NOW BEING FOCUSED ON EXCHANGE RATE. BOUEY'S STATEMENT 
BLAMED DOWNWARD PRESSURE ON TEMPORARY FACTORS SUCH AS 


Sheryl P. Walter Declassified/Released US Department of State EO Systematic Review 20 Mar 2014 



Sheryl P. Walter Declassified/Released US Department of State EO Systematic Review 20 Mar 2014 


SEASONAL WEAKNESS IN THE CURRENT ACCOUNT (READ LARGE WINTER 
TRAVEL DEFICIT) AND A TEMPORARY LULL IN THE VOLUME OF 
FOREIGN BORROWING. POLICY STATEMENT READ IN PART "... 
(EXCHANGE RATE) ADJUSTMENT OVER TOO SHORT A PERIOD OF TIME 
WOULD NOT BE HELPFUL IN RESTORING CANADA S INTERNATIONAL 
COMPETITIVE POSITION ON A DURABLE BASIS BECAUSE OF THE 
RISK THAT IT WOULD UNDERMINE THE SUBSTANTIAL PROGRESS 
CANADA HAS MADE TO DATE IN OVERCOMING INFLATION. FOR THE 
TIME BEING, THEREFORE, THE BANK WAS GIVING HIGH PRIORITY 
IN ITS CONDUCT OF MONETARY POLICY TO THE EXTERNAL VALUE OF 
THE CANADIAN DOLLAR." 

9. GOC DETERMINATION TO DEFEND EXCHANGE RATE WAS UNDER- 
LINED IN STATEMENT BY FINANCE MINISTER CHRETIEN. HE SAID 
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U.S.DOLS ONE BILLION EXPANSION OF THE CREDIT FACILITY WILL 
GIVE "ADDED ASSURANCE THAT THE GOVERNMENT WILL AT ALL TIMES 
BE IN A POSITION TO SUPPLEMENT THE NET INFLOWS OF CAPITAL 
TO CANADA," THAT RECENT BOND ISSUE IN NEW YORK WAS TO 
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AMCONSUL TORONTO 
AMCONSUL VANCOUVER 
AMCONSUL WINNIPEG 

UNCLAS SECTION 02 OF 02 OTTAWA 01652 

REPLENSIH RESERVES USED TO SUPPORT THE CANADIAN DOLLAR, AND 
THAT "THE GOVERNMENT WILL UNDERTAKE FURTHER FOREIGN BORROW- 
ING TO THE EXTENT THAT MAY BE REQUIRED FOR THESE PURPOSES." 

DUEMLING 
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